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ASB PROPOSES NEW SAS ON CONFIRMATIONS
by Douglas Sauter
The Use-of-Confirmations Project
On November 13, 1990, The Auditing Standards Board 
(ASB) issued an exposure draft of a proposed statement on 
auditing standards (SAS) to provide guidance on all types of 
confirmations, including accounts receivable confirma­
tions. The exposure draft (ED), The Confirmation Process, 
is part of the second phase of the ASB’s project on the use of 
confirmations. The first phase of the project was to revise 
the standard bank confirmation form. As described in the 
October 1990 issue of The CPA Letter, revisions to that form 
have been completed; the new form will be available from 
the AICPA Order Department in December and is to be used 
for confirmations mailed on or after March 31, 1991.
Motivation for the Proposed Statement
The ASB determined that additional guidance on the use 
of confirmations was necessary after reviewing problems 
identified in the peer review process, SEC Enforcement 
Releases, and research. The ASB found that auditors do not 
always appropriately consider:
1. the financial statement assertions addressed by confir­
mations,
2. the design of confirmation requests, including the 
selection of third parties to whom the request is 
addressed, and
3. the evaluation of confirmation results.
Financial Statement Assertions and the Design 
of the Request
Financial statement assertions, set forth in SAS No. 31, 
Evidential Matter, are management’s representations that 
are embodied in the financial statements. In order for the 
evidence obtained in an audit to be competent, it must be 
relevant to the financial statement assertions being 
addressed.
In general, confirmations have been used to provide 
evidence primarily for the existence assertion. However, the 
ED notes that confirmation requests, if properly designed by 
the auditor, may address any one or more of the assertions. 
Thus, proper design of the confirmation request is key to 
obtaining relevant evidence. For example, since the AICPA 
Standard Form to Confirm Account Balance Information 
With Financial Institutions is not designed to seek informa­
tion about accounts that are not listed on the form, auditors 
should not rely solely on the form to provide evidence about 
the completeness of loans and deposits. Auditors seeking 
evidence about the completeness assertion for these 
account balances should consider other substantive proce­
dures, such as making inquiries of management and 
reviewing cash receipts and disbursements for interest 
payments.
When designing the confirmation request, the auditor 
needs to determine the form of the request. Basically, there 
are two types of forms: positive and negative. Whereas the 
positive form requests a reply whether or not the informa­
tion appearing on the request is correct, the negative form 
requests the third party to respond only if the information is 
incorrect. The proposed SAS limits the use of the negative 
form to situations where:
1. the assessed level of control risk is low,
2. a large number of small balances is involved, and
3. the auditor has no reason to believe that the recipients 
of the requests are unlikely to give them consideration.
Evaluation of Confirmation Results
The proposed statement requires the auditor to evaluate 
the combined evidence provided by the returned confirma­
tions and any alternative procedures to determine whether 
sufficient evidence has been obtained about the applicable 
financial statement assertions. In performing that evalua­
tion, the auditor considers many factors, including the 
reliability of the confirmations and alternative procedures, 
the nature of any differences noted on the replies, and the 
evidence provided by other procedures.
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To clear up confusion about the requirements in existing 
standards, the proposed statement specifically addresses the 
confirmation of accounts receivable. It retains the notion set 
forth in existing standards that the confirmation of accounts 
receivable is a generally accepted auditing procedure. 
Furthermore, the proposed statement notes that there is a 
presumption that the auditor will request the confirmation 
of accounts receivable during an audit unless one of the 
following conditions exists:
1. accounts receivable are not material,
2. the use of confirmations would be ineffective, or
3. the auditor’s combined assessment of inherent risk and 
control risk is low, and that assessment, in conjunction 
with the evidence expected to be provided by other 
substantive tests, is sufficient to reduce audit risk to an 
acceptably low level.
Summary and Timetable
Confirmation of information with third parties is a very 
common procedure used in virtually every audit. However, 
just because they are common doesn’t mean the auditor 
should perform confirmation procedures in a routine, 
mechanical fashion. The proposed statement establishes 
certain performance responsibilities for auditors using con­
firmations and provides guidance on how to meet those 
responsibilities.
The ASB encourages comments on the proposed state­
ment. The comment period on the proposed statement ends 
February 1, 1991. Copies are available from the AICPA Order 
Department at 800-334-6961 (in NY call 800-248-0445).
AUDITING STANDARDS DIVISION
Auditing Insurance Entities*  loss Reserves (AICPA 
Staff: JUDITH SHERINSKY). The task force is develop­
ing an Auditing Procedures Study that will provide 
guidance to auditors in developing an effective audit 
approach when auditing claim loss reserves of insurance 
companies. The task force plans to present a draft of the 
document to the Insurance Companies Committee at its 
January 1991 meeting. The task force was formed in 
1990 and is in the process of drafting a preliminary 
document. During the discussion and drafting process, 
the task force identified significant issues that need to 
be addressed. These issues will be presented to the 
Insurance Companies Committee at its November meet­
ing. Schedule: The task force plans to present a draft of 
the document to the Insurance Companies Committee 
at its January 1991 meeting.
Audit Sampling (DOUG SAUTER). A task force is 
developing revisions to the Audit Sampling audit guide 
to provide better “how-to” guidance for applying SAS 
No. 39. Schedule: An exposure draft of the revised 
guide is expected to be issued in the second quarter 
of 1991.
Audits of Small Businesses (DOUG SAUTER). The 
auditing procedures study Audits of Small Businesses is 
being revised to reflect SAS Nos. 53-62. Other changes 
will be made throughout the study to provide guidance 
that is consistent with the standards. Schedule: The 
revised auditing procedure study will be available in the 
first quarter of 1991.
Communication About Interim Financial Infor­
mation (MIMI BLANCO-BEST). The ASB has issued an 
exposure draft of a proposed SAS that would establish 
requirements for the auditor to communicate certain 
matters affecting interim financial information filed or to 
be filed with specified regulatory agencies. Schedule: 
The Board considered comments received at its October 
meeting and will complete this process in November.
Computer Auditing (JANE MANCINO). The Com­
puter Auditing Subcommittee is currently drafting three 
auditing procedure studies. One describes how SAS No. 
55, Consideration of the Internal Control Structure in 
a Financial Statement Audit, can be implemented in a 
computer environment. The second updates the gui­
dance in the audit and accounting guide, Computer 
Assisted Audit Techniques. The third addresses the pos­
sible effects of advanced EDP systems on the auditor’s 
consideration of an entity’s internal control structure. 
Schedule: The first procedures study is expected to be 
published in the fourth quarter of 1990. The other 
procedure studies are expected in early 1992.
Consideration of Internal Auditors' Work (JUDITH 
SHERINSKY). The task force is revising SAS No. 9, The 
Effect of an Internal Audit Function on the Scope of 
the Independent Audit, to (1) incorporate the language 
and concepts of the audit risk model and the “expec­
tation-gap” SASs and (2) provide practitioners with 
expanded guidance about considering work performed 
by internal auditors. In March 1990, the ASB issued an 
exposure draft of a proposed SAS titled The Auditor’s 
Consideration of the Internal Audit Function in an 
Audit of Financial Statements. During the exposure 
period, which ended on June 15, 1990, the Auditing 
Standards Division received over 100 letters comment­
ing on the proposed SAS. Issues raised in these com­
ment letters were discussed by the Board at the August 
ASB meeting. Schedule: The task force is currently 
revising the document to reflect comments made on the 
exposure draft. A revised draft will be presented to the 
Board at the November ASB meeting.
Financial Forecasts and Projects (MIMI BLANCO­
BEST). The ASB created a task force to deal with prob­
lems encountered in implementing the guidance in the 
Statement on Standards for Accountant’s Services on 
Prospective Financial Information. An exposure draft 
of a statement of position (SOP) titled Questions and 
Answers on Reasonably Objective Basis and Other 
Questions Affecting Prospective Financial Statements 
was issued in February 1990. The SOP would provide
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guidance to practitioners on the meaning of the term 
“reasonably objective basis” as used in the Guide for 
Prospective Financial Statements. Schedule: The final 
SOP is expected to be available in the fourth quarter of 1990. 
GAAP Hierarchy (DOUG SAUTER). The ASB created a task 
force to consider recommendations of the Financial 
Accounting Foundation to revise the hierarchy of GAAP as 
described in SAS No. 5, The Meaning of “Present Fairly in 
Conformity with Generally Accepted Accounting Princi­
ples” in the Independent Auditor’s Report. Schedule: The 
ASB plans to issue an exposure draft of proposed revisions to 
the hierarchy in the fourth quarter of 1990.
Letters for Underwriters (JANE MANCINO). The ASB 
voted to ballot for issuance of this proposed SAS as an 
exposure draft.
Omnibus Statement on Auditing Standards—1990 
(MIMI BLANCO-BEST). The ASB issued an exposure draft 
of a proposed SAS that would (1) require use of the terms 
substantial doubt and going concern in an explanatory 
paragraph when the auditor has substantial doubt about 
the entity’s ability to continue as a going concern and 
(2) change the language in the auditor’s report to describe 
the level of service performed when prior-period financial 
statements that have been reported on by other auditors 
are restated. Schedule: The board has approved to ballot 
for issuance of a final SAS.
Reporting on Internal Controls (MIMI BLANCO-BEST). 
The ASB is developing performance and reporting guidance 
for a practitioner engaged to examine and report on 
management’s assertions about the effectiveness of the 
entity’s internal control structure. Schedule: At its Novem­
ber meeting, the ASB will discuss issues related to providing 
assurance about an entity’s internal control structure.
Review of Interim Financial Information (JANE 
MANCINO). At its October meeting, the ASB reviewed a 
draft of a proposed SAS that would supersede SAS No. 36, 
Review of Interim Financial Information. The draft (1) 
provides guidance on the necessary knowledge of internal 
control structure policies and procedures when the accountant 
is engaged to perform a review and has not audited the most 
recent annual financial statements and (2) adds to the review 
report a statement of management’s responsibility for the 
interim financial information. Schedule: At its November 
meeting, the ASB will consider a paper identifying issues 
resulting from changing this to a risk-driven standard from a 
procedures-driven one.
SAS No. 63 Implementation (DOUG SAUTER). The ASB 
has formed a task force to review certain technical issues 
related to SAS No. 63, Compliance Auditing Applicable to 
Governmental Entities and Other Recipients of Govern­
mental Financial Assistance. Schedule: The task force 
plans to present an exposure draft of proposed revisions at 
the November meeting.
Service-Center-Produced Records (JUDITH SHERINSKY). 
The task force is revising SAS No. 44, Special-Purpose 
Reports on Internal Control at Service Organizations, and 
the related audit guide for consistency with SAS No. 55, 
Consideration of the Internal Control Structure in a 
Financial Statement Audit. The proposed SAS will provide 
guidance on the factors an auditor should consider when 
auditing the financial statements of an entity that uses a 
service organization in connection with the processing of 
certain transactions. Examples of such service organizations 
include bank trust departments that invest and hold assets 
for employee benefit plans or EDP service centers that 
process transactions and related data for others. The SAS will 
also provide guidance to auditors who issue reports for the 
use of other auditors on procedures performed at service 
organizations. Schedule: The ASB reviewed a draft of the 
proposed SAS at its October meeting, recommended some 
changes, and agreed to ballot a revised draft for exposure.
Use of Confirmations (DOUG SAUTER). The ASB created 
a task force to develop guidance on the use of all types of 
confirmation procedures in audit engagements. The task 
force has finalized a revised standard form to confirm infor­
mation with financial institutions that will be accompanied 
by a notice to practitioners explaining the revisions. The 
notice to practitioners was published in The CPA Letter in 
the October 1990 issue. Schedule: The ASB will consider 
whether to issue an exposure draft of proposed guidance on 
the use of all types of confirmations in November 1990.
ACCOUNTING AND REVIEW SERVICES COMMITTEE
The Accounting and Review Services Committee met 
in September 1990 and agreed to issue an interpretation 
of Statements on Standards for Accounting and Review 
Services (SSARSs) that would provide reporting guidance 
to accountants engaged to perform a review of financial 
statements that contain departures from promulgated 
accounting principles that are required to prevent the 
financial statements from being misleading.
AUDIT AND ACCOUNTING GUIDES
An Audit and Accounting Guide, Audits of Providers 
of Health Care Services (product no. 012422), was 
issued in late July. The guide was prepared by the 
Institute’s Health Care Committee and is designed to 
assist auditors in auditing and reporting on financial 
statements of entities whose principal operations 
consist of providing health care services to individuals. 
It describes relevant accounting matters and auditing 
considerations unique to those entities.
An Audit Guide, Consideration of the Internal Con­
trol Structure in a Financial Statement Audit (product 
no. 012450), was also issued in July. This guide was pre­
pared by the Auditing Standards Division’s Control Risk 
Audit Guide Task Force to illustrate how SAS No. 55,
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Consideration of the Internal Control Structure in a 
Financial Statement Audit, might be applied by auditors in 
certain situations. The guide illustrates different auditing 
strategies that an auditor might choose when auditing a 
particular financial statement assertion.
An Audit and Accounting Guide, Audits of Property and 
Liability Insurance Companies (product no. 011913), was 
issued on August 31. This guide was prepared by the Insti­
tute’s Insurance Companies Committee to supersede Audits 
of Fire and Casualty Insurance Companies, which was 
originally issued in 1966 and amended by several statements 
of position since that time. The guide describes operating 
conditions and auditing procedures unique to the industry 
and illustrates the form and content of financial statements 
and disclosures for property and liability insurance compa­
nies, various pools, syndicates, and other organizations such 
as public entity risk pools.
An Audit and Accounting Guide, Audits of Federal 
Government Contractors (product no. 012430), was issued 
on August 31. This guide was prepared by the Government 
Contractors Guide Special Committee to assist auditors in 
auditing and reporting on the financial statements of entities 
that provide goods and services to the federal government 
or to prime contractors or subcontractors at any time and for 
which such transactions are material to the financial state­
ments of contractors. It describes relevant accounting 
practices and auditing procedures unique to such entities. 
The descriptions in this guide are generally oriented to the 
defense contracting industry; however, the provisions of 
this guide apply to all federal government contractors.
An exposure draft of an Audit and Accounting Guide, 
Audits of Employee Benefit Plans (product no. G00522), 
was issued on August 31. Prepared by the Institute’s 
Employee Benefit Plans Committee, this proposed guide 
discusses those aspects of accounting and auditing unique to 
employee benefit plans and was developed to assist account­
ing practitioners and auditors in the preparation and audit of 
financial statements of employee benefit plans. The 
exposure draft incorporates new auditing standards issued 
by the AICPA and new regulations issued by the U.S. Depart­
ment of Labor since the publication in 1983 of the AICPA 
Audit and Accounting Guide, Audits of Employee Benefit 
Plans. The comment deadline on the exposure draft was 
October 31, 1990.
An exposure draft of an Audit and Accounting Guide, 
Audits of Savings Institutions (product no. G00521), was 
issued on August 31. This proposed audit and accounting 
guide was prepared by the Institute’s Savings and Loan 
Association Guide Special Committee to assist auditors in 
auditing and reporting on the financial statements of savings 
institutions. It describes relevant matters or procedures 
unique to those entities and focuses on specific auditing and 
reporting problems unique to savings institutions. The 
proposed guide would supersede the audit and accounting 
guide, Savings and Loan Associations (Fourth Revised 
Edition), and illustrates the form and content of financial 
statements for savings institutions and the auditor’s reports 
thereon.
Statement of Position (SOP) 90-5, Inquiries of Represen­
tatives of Financial Institution Regulatory Agencies (prod­
uct no. 014842), prepared by the Committees on Banking, 
Credit Unions, and Savings and Loan Associations, was 
issued on August 31. The SOP reminds auditors to consider 
regulatory examiners as a source of competent evidential 
matter in conducting an audit of a financial institution’s 
financial statements.
SOP 90-6, Directors’ Examinations of Banks (product 
no. 014843), prepared by the Committee on Banking, was 
issued September 17, 1990. This SOP supersedes certain 
exhibits in appendices in the Audit and Accounting Guide, 
Audits of Banks. It emphasizes the importance of informing 
bank directors of the limitations on the scope of the 
independent auditors’ work when they are engaged to 
perform directors’ examinations and applies to all bank 
directors’ examinations that are less in scope than an audit of 
financial statements in accordance with generally accepted 
auditing standards.
Loose-leaf Audit Guide Service. The AICPA has entered 
into a contract with Commerce Clearing House for the pub­
lication of a two-volume loose-leaf service comprising all of 
the Institute’s audit and accounting guides, industry audit 
risk alerts, statements of position, and exposure drafts. To 
date, electronic manuscript materials, including certain 
changes necessary due to the issuance of authoritative 
guidance since the guides were originally issued, have been 
submitted to CCH. The staff is working with the chairmen 
of AcSEC and the Auditing Standards Board to obtain their 
clearance of the changes. Publication of the initial version 
of the service is scheduled for the end of the current calen­
dar year.
The objective of the loose-leaf guide service is to provide 
a mechanism for updating the guides on a timely basis for 
specific issues. Until now, updates have been accomplished 
through revised editions of entire guides and the issuance of 
statements of position.
Current Industry Developments. Publication of a series 
of Current Industry Developments to remind practitioners 
of matters that may affect audit risk in specific industries 
was initiated in 1989. Industries covered in the series 
include saving and loans, credit unions, property and 
liability insurance companies, health care providers, 
employee benefit plans, and state and local governmental 
units. During the current quarter, a decision was made to 
change the name of this series to Industry Audit Risk Alerts 
and to expand the series to cover all eighteen industries for 
which audit and accounting guides are published. The staff 
is currently working with various committees to develop 
fifteen alerts by the end of the current calendar year. Alerts 
for three other industries will be issued throughout the 
coming year at times appropriate in view of the predomi­
nant fiscal year-end dates in those industries.
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